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THE WHITE HOUSE

WASHINGTON
January 20, 1972
Dear Bob:

One of the greatest challenges this Nution fuces today is the need to reform our system of finaneing public
education which, as you know, primarily depends on local property taxes. The President’s Commission on
School Finance, which I appointed in 1970, will be transmitting its recommendations to me in March on the

over-all directions in which we should be moving.

relationships among the Federal government, the states, and local governmerts, In our discussion last week

with Neil McElroy, 1 requested the Advisory Commission on Intergovernmental Relations to undertake a
study on this subject. _

In particular, I would like the Commission to examine:

(1) the impact on intergovernmental relations of a tax reform proposal which would replace residential
school property tuxes with a4 Federal value added tax:

(3} if o value added tax is to be utilized as a substitute for residential school property taxes (a) whut
should be the size und nuture of the base of expenditures subject to the tax, and (b) what should
be the type of income tax credit or other method which is utilized to eliminate otherwise regressive
aspects of the tax;

(4) the best method tor providing renter relief under a proposal which replaces residential school proper-
ly taxes; and

(5)  the best meuans of insuring, under a system of school finance in which the states have primary finan-

cing responsibility, that loeal school districts will be able to retain control of basic education decis-
ions, including the provision of local programs of educational enrichment.

The problems are pressing, and I have asked you to complete such a study as soon as possible, and to keep

I very much uppreciate the willingness of the Commission to undertake this effort.

Sincerely,

Mr. Robert Merrinm, Chairman
Advisory Commission on

Intergovernmental Relations
726 Juckson Place, NJW,
Waushington, D.C.

ERIC

Aruitoxt provided by Eic:
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ADVISORY
COMMISSION ON INTERGOVERNMENTAL RELATIONS
WASHINGTON, D.C. 20875

Decemher 27, 1972

DPear Mr, President:

In response to your request of January 2@, 1972, the Advisory Commission On Intergovernmental Relations has
conducted an exhaustive - but expedited — study of the proposal referred to us by you for a major Federal pro-
gram of residential property tax relief conditioned on expanded State financing for public education and under-

pinned by a new or expanded Federal tax such as the value - added tax. The complexities of these issues and their

intergovernmental ramifications are obvious.

The Commission is deeply conscious of the serious problems posed both by the current judicial review of the dis-
crimingtory aspects of relying on locally-raised property taxes as the primary source of financing public education
and by growing public aversion to the rapidiy rising property {ax levies in many localities 1o meet the increasing
costs ol education. We commend you for focusing public attention on these twin problems. In particular, we share

Our studics have caused us to conclude that, despite the sertousness of the twin problems indicated above, a massive
new Federal program designed specifieally to bring about property tax relief is neither necessary nor desirable.
However, we again restated our carlier sponsorship of State-supported property tax relief for-hard-hit low income
property tax-payers, particulurly the elderly (the so-called “circuit breaker™), but the majority of the Commission
conciuded that direct Federal intervention was not necessary.

We support emphatically your suggestion (and our previous recommendation) that the States assume a greater
share of public education financing, which if achieved, would greatly facilitate local property tax relief. However.
our studies led us to conclude that with very few excepticns the States (particularly with the revenue sharing
ind beginning of welfare relief granted by the last Congress) have the taxing capability to satisfy the judicial
concern so tar expressed as to intra-state disparities in educational spending.

Several additional Commission conclusions warrant special attention.
First, while the property tax clearly is unpopular with the generai public, the “experts” are by no means united

sttation. To this end, the Advisory Commission on Intergovernmental Relations has reaffirmed its earlier package
of “reform™ proposals, and additionally has suggested that the Federal Government take steps to coordinate and

assessment procedures.

Second, deep concern was cvidenced by the Commission over the slow progress in evolving effective means of
assessing the worth of educational programs and in evolving more innovative approaches toward such matters as
multiple and year—round use of school facilities. We plan to consult with our special advisory group of national
school arganizations in addressing this question.
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Thiet, while we did nor recommend a Federal value added tax in light of our conclusion that a massive
Pederal property tax reliel” program was not warranted, we did reach some conclusions about overall tux
policies. Tt became crystal-clear 1o us that this country must evolve a mechanism whereby the impact of all

and major new tax proposils -~ can be assessed. While the Congressional hearings and debate on

LIXes
f tax legislation,

revenue sharing tor the {irst time importantly focused on the intergovernmental implications o
no continuing means ta consider the effect of the Federal impact on State and loeal financing requirements,
and vice versa, yet exists. With 32 percent of our gross national product now going into the government
sector, we cannot afford the luxury of keeping the taxing and spending prograing of the several levels of gov-
ernment in separate pockets. A National Fiscal Policy must be evolved, and a mechanisn developed continuously
to review and up-date information about all governmental revenue—raising programs. The Advisory Commission

on Intergovernmental Relations has determined to develop more detailed recommendations concerning this '

critical problem.

In conglusion, Mr. President, the Commission would like 1o reaffirm its helicf that our unique federal system

of divided governmental responsibilities can — yes, must — be continuously improved. As we approach the

200th anniversary of our country’s founding, we applaud your continuing efforts to strengthen this system.

Rubert E. Merriam
Chairmn

REM/em
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PREFACE

This “Report in Brief™ on property taxation and public school finance is the first
study undertaken by the Advisery Commission on Intergovernmentzl Relations in
response to a specilic request from the President. Such a request was made by President
Nixon in his State of the Union Message on Junuary 20, 1972,

The Commission accepted this charge at its meeting of February 10, 1972, considered
various aspects of the study at three successive meetings and approved the present reporl
uat its meeting on December 14-15, 1972,

Because of the extreme importance and timeliness of the subject, the Commission was
augmented by cight Special Advisors drawn from State and local government. These
advisors participated actively in the Commission's deliberations and their valuable
assistance is gratefully acknowledged. As Chairman, | availed myself of the counsel of 1
panel of representatives from the major organizations concerned with clementary and
secondary education.

The full policy report, including all the analytical information in support of the
findings and policy conclusions, will be published in the near future. In addition, the
alternative Federal revenue sources and recent State progress in strengthening the
property {ax. .

Robert E. Merriam
Chairman
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chapter |

policy considerat

and recommendat

ions

I0NS

In response 1o President Nixon's request ol kanuan
20, 1972, the Advisory Commission on Intergovern-
mental Relations conducted @ study of a proposal Tor a
major Federal program of residential property tax reliet

financing local schools and underpinned by a new or
expanded Federal tax such as a value-added levy. This
proposal was designed to deal with two interrelated
problems-growing public resistance in many arcas to
higher property taxes und the current legal attack on
heavy reliance on the Jocal property tax as the primary
source of funding local schools,

Before this Commission completed its investigation it
considered four separate proposals for Federul entry into
the property tax-school finance fields. Specifically., the
Commission considered the need and the desirubility ot
both a major and a limited Federal property tax relief
action. The Commission also considered the desirability
of a Federal aid program designed to hurry history along
on property tax assessment reform. Finally, the Com-
mission evaluated a proposal that called for a temporary
and limited Federal incentive program designed to
encourage the States to reduce fiscal disparities among
school districts within each State.

Criteria For National
Government Involvement

These proposals raised a critical intergovernmental
issue~what eriteria or tests should the Commission
employ in order to evaluate the merits of proposals that
call on the National Government to take remedial action
in areas where the States have had exclusive policy
responsibility? It is necessary to raise this hard question
for several reasons. -

With each passing day it appears easier to justify or at
least rationalize a Federal “spillover” interest in areas of
traditional State-local concern. Witness the proliferation
of Federal categorical aid programs, which have grown in
number from a handful ten years ago to well over 500
now,

In urging Congressional enactment of revenue sharing
legislation, this Commission recently noted that heavy
reliance on the narrow categorical aid approach had
tipped the power scales in favor of the National
Governments

The Congress is now dangling almost 500 large and
small conditional aid earrots collectively worth more than
$25 billion a year before State and local governments.

The hope was that each conditional aid would provide

sufficient financial incentive to spur the States and

localities on 1o greater action in some more or less
narrowly defined ficld of “National interest.”™ But there is




connod tcadily absorb such g large pumber of dinerse
progiaiis oaer estiivted perpads ot o

Progressive loss ol freedom o choiee, therefore, i an
addilional price that must be paid by all State and Joail
urisdictions tor eategorical ad dollars. Protessor Walter
Heller, both o keen student of our intergovernmentil
fiscal system and a pronunent member of the liberal
establshment. his pointed up the dangers of this trend
towird centralized power. “Unless tnis trend is reversed,”
e wrote, “lederal aids may weave i web of particu-
arisin, complesity, and  Federal direction which will
sipniticantly inhibnt o State’s hi dom of movement.” The
iHusion of Congressional “control™ Jas in reality dis-
appented into the dark jungles of burcaucratic red-tape.!

The uneconumical atlocation of public scctor funds is
an additional price that often must be paid for Federal
categorical aid. A public service (or tax relief program)
a1 some nationwide level may he perceived as good
national policy but when extended uniformly across the
Seountry is extremely costly and often represents the
solution te o problem that is not universal. Furthermore.
the high cost of providing national solutions ina nation
ol diverse regional and local attitudes and needs tesults
m expanding the public sector, thus raising questions
concerning its appropriate relationship to ihe private

sector,

Determination of National Interest—
Two Tests

If our federal system is to retain its integrity it is not
enough Tor Congress 1o build greater flexibility into ity
present aid system by means of general revenue sharing
and the consolidation of narrow categorical aid programs
into broader and more manageable block grants. Con-
press should also serutinize closely ull demands for the
eiactiient of new Federal categorical aid programs.

I evaluating cachi of the four proposals that called an
the National Government to move into an area that
heretofore had been the exclusive domain of State
goveninents, this Connmission employed two Lests o
determine whetlier the proposal could be justified on the
grotinds ot a strong National Governinent interest,

e The problem that precipitated the demand for
Federal intervention stems from a head-on con-
flict a scrious undercutting of 4 major Federal
progiam objective by policies of most States.

® The intergovernmental conflict can be resolved
only by Federal Government aciion.

The “ireconcilable contlict™ test for detecting the
presenice or absence of 1 strong national interest is so
rigotous that 1t sereens out all but the most persuasive

proposals Tor new Federal matiatives in arcas of trade-
Honal Statedocal concerns 1 s necessiy toose this
rigurous test in order to check or at least slow down the
steady growth of Federal categorical ad. Simply to
allege that a specific categorical aid proposal - will
“promate the general wellare™ does not sulficiently
justify its adoption on the basis of a strowg national
interest.

The Major Property Tax Relief Issue

The Commission was asked among other things to
evaluate a proposal that had two major objectives:

e To cut the average residential property tax

(approximately SO per cent) by removing that part..
of the property tax that underwrites a local schaal

aperation.

& To climinate fiscal disparities among schoul
districts in each State by encouraging the States to
assume most of the cost of financing public
elementary and secondary schools,

In order to accomplish these two objectives. the phn
called for a Federal value-added tax designed to vield
$18 billion the first year, Part of this revenue yield:
approximately $5 to $6 billion-would be set aside 1o
underwrite a system of personal income tax credits und
rebates thercby removing the regressivity of the vilue-
added tax for most taxpayers, '

The remaining $12 to $13 billion was to be distri-
buted by the Federal Government to the States for the
support of public secondary and clementary cducation
provided the States agreed to remove the locul schiool
tax on residential and nonresidential property und also
agreed to refrain from levying a State tax on residential
property for the support of local schools.

After a thorough examination of this proposal and
the issues raised by it, this Commission concluded that u
massive Federal effort designed both to cut the residen-
tisl property tax substantially throughout the country
and 10 encourage States to assume most of the cost for
financing local schools was neither necessary nor desir-
able.

This negative conclusion is based on the following
findings.

While there is clear evidence that some segments of
the population--especially the low-income elderly—are
seriously burdened by the property tax. the evidence
does not support the need for a Federal program
designed 1o reduce substantially the property tax of
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VErY onivossiier iy the aation ™ The simiplest illustre
tion ol tis Lack of evidence (o suppart generil property
L redieton s that nse ol the property tay Fges 1y
nensity fron 839 per camr e Aldahama to $202 pa
capitaan Calilorngi,

Although there are areas of the country where the
property taxes are bhwdeimsome. not all homeowners,
evert e the higl property tax jurisdictions, are overbur-
dened by ihis tevy, T some wrens Stite and local income
Al sales Lees now Gike o koger bite out of the budgets
ol the Lmhes with avernge anconies than does the
estdenniad poooeny s amd i most sieas State and ol
v sod sales tines are growing at o Gaster rate than s
the property tas, The Social Security tas now places o
heavier burden on the averige Twmily than does the
esidentil property tax while the Fedenil meome tax s
mearly three times as burdensonme,

Most significantly, our study fails 1o reveai a sirong
mationad mterest inoa progrum designed 10 provide
avtonssdhic-hoard tax reduetion for every homeowner in
the United States, Specifically, there is.no evidenee to
suggest that amassive residential property tax program is
necessary 1o protect a vital Federdi] interest, nor ean it be
demonsimted that the relitively high property laxes
inposed by States such as New Jersey and New
Hampshire canse serious economic harm beyond their

houndarics.

I would also be extremely dilticult o develop a
Federaf program eapuble of distribating tax reliel equit-
ahly aeross the nation, The tremendous variztions in the
» ol the property tax would ereate tinequal windfulls
lictions and among various classes of

both between juri
property owners within the same jurisdiction. The

ssed

so-cilled wiban Lnad speculators would be twice ble
by o nuor property wx reduction, First, the vieant
land, like ull taxable realty, would have more value in
the marker.and second, the cash cost of holding land off
the market would bhe sharply reduced. Moreover, o
proposal that stresses residential property tax relief but
not business property tax relie might influence States to
place hieavier tax burdens on business property,

A multi-billion dollar Federal progrum ol tux relief-
school finance reform cunnot be justified on the grounds
that States fack the fiscal capacity necessary to place
their local sehool districts on an equal fiscal footing. Our
analysis reveals that only a few States would experience
Fiscal difficulty in bringing per-pupil expenditures to the
rebitively high levels needed to comply with the princi-
ple eninciated  in Serrgno 1. Priesr, the California
Suprenie: Court decision that first demanded equaliza-
Hon of school district Tiseal resources, The great mijor-
ity of States have the necessiry untapped relative tax

L

potentngd, New York, Vermont and Weeonsin, howesss
stand our as the Stutes ol wonld expenenes greates
fiscal difficulty because of thew current hieavy itse ot all
state and focil taxes,

Inorder to construet o traly effective property tas

reliel” program, Congress woald have to exercise unpre
cedented Fedei | mnivnl over hoth Stoe and Joedl s
policymakers. Not vnlé would the National Goveiiment
Tave to foree the Stes 1o retrain fram nse ol 4ty on
tesidental property tor sehoal pinposes, it wonld feve
to o burther and-encourage the Sttes 1o plice specilic
POSLETS oft Tocal oy e et sor s B present o e e
cottttties rom moving o the property L area vieaten
by thye sehoolimen,

not entirely bleak. For example, Lite m 1472 Calitornia
emzcied o 51 hillion property tas relict-sehool finn
reform progeam (naneed in part with Federal revenn
sharing funds and in part through moce micisive use of
o Governors in ten ather States were

NO-property Lixe:
reported to vor the use ol revenne sharmg Tunds o
property tax relief.

I the final analvais, however, “propeny s reliel™ is
something of an illusion beciuse it requires either a
reduction of public service vr a shilt to other Torms of
txation inten:
or the imposition of @ few x such as the value-added

ified use ol income or general sales tases

levy,
Early in 1972 ACIR conducted o public opinion
survey that indicated widespread agreement on the

proposition that the property @x was the worst tax: but
there was far less agreement on what the Nationad
Government should do about it, Fourieen pereent ol the
popualation favored an income tx substitute: 32 perecil
fuvored o consumer tix substitute (VAT): 43 pereent
opposed either the Federd income or constmer tax
substitutes and 10 percent couldn’t nake up their mind.
The Commission concludes that the interests of our
federal system are best served when States retain
primary responsibility for shaping policies dealing with
general property tax relief and intrastate cqualization of
school finances—two areas that traditionally have been
within the exclusive domain of State policv-makers.

Limited Property Tax Relief Issue

This Commission considered o proposal for the

Nuttonal Government to provide an incentive graut to the

* This statement should not be interpreted oy an argument
insl gndircet propeny s relie! that could resull from
Federal revenue sharing or Federal sssumption of welfire
fipancing, :
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States designed (o encourage them 1o provide limited

property  tax relict o low-inconme homeowners and

Lenters,

The muajority of the Conunission members rejected
this proposal because it could not meet both national
interest tests, Admitredly. there is considerable evidence
to suppotl the contention that this particular Federal aid
proposal could pass the first test because to date most

" Sttes have not shielded low-income homeowners and
rentels [Tom property s overload situations, This State

Grilmie, o tun, clenly ondercuts o ijor pationad
progiun abjective of income support especially through
the Sociad Secuity system, In the view ol the majority

of the Commniis

ion, however, the proposal failed to meet
thiit only Federil
action could resolve this infergovernmental conflict.

the secomd national  inferest  test

The Commission reaffirms its 1967 recommendation
that States shield basic family income from undue
burdens imposed by the property tax.

Given a few niore years, there is reason to believe that

the States will resolve the problem of property tax
overburden especially for the low-income elderly, This
snent rests on the fact that the

rither optimistic ass
“circoit-breaker™ idea has such basie popular appeal that
it should be adopted in those States where it is most
needed ina relatively short period of time. Over the last
14 States and  the Cangdian Provinee ol
live

few  yours,

(ntatio ciieted  progranis  designed  to shield

low-ncome elderly howeowners and, in mumy  cases,

Teitters from property tax overload situations,

The 14 States thai have now enacted circuit-breaker

laws each have chosen @ uniyue plun. As long as States

retain the initiative for providing property tax re
low-income houscholds, better circuit-breaker techni-
ques will continue to be developed.

It can also be argued that Federl incentive grants
should not have to be used to induce States to do
something that is morally right, highly popular. and
relatively inexpensive. All af the States have sufficient
fiscal capacity to underwrite s limited property tax-reliel
program for low-income households.

Perhaps the most persuasive argunient for allowing
States a few more vears to puat their own propenty tax
reliel’ houses in order arises from the fact that State
fiscal policies are largely responsible for the weight of
the local property tax. These jurisdictions, therefore
not the National Government- should finance cireuit-
breaker programs designed to shicld low-income lionie-
owners from property tax overload situations,

Unless constructed carefully, o Federal incentive
grant for property tax reliel could ereate an inequitable
intergovernmental situation. Specifically. it would re-
ward those States that force their local governments to
make heuvy use of the property tax and shortechange
those Siutes that make above-average use of nonproperty
tax revenue,

In all of its recent reports, this Commission’s recom-
mendations have underscored the need to build greater
flexibility  into system. A Federal
incentive grant with its own set of guidelines sind
controls would add to an already overburdened Federal
aid structure, For these reasons, such o gramt proposal
sliould be vpposed.*

our Federal aid

o The following statemient of dissent was submitted by Senator
Minkie and concurred in by Governor Kneip:

I'he recommendations adopted by the Advisory Com-
mission on Intergovernmental Relutions on the suiject of
properly taxation place an unfairly heavy burden of relief
and reform un State and lucal governmients and dismmiss
the proper, limited contribution the Federal Government
van make in this area,

Where excessive property taises undermine the Federal
poal of providing security to the poor and the clderly,
even diverting Federal help from needy recipients into
local Gy collections, there is a clear Vederal interest in
relicving the spevial burden. Where States are working to
streigthen their own revente systems through reforming
mwptibable i arbitrary assessment prigtices, there s a
vieir Pederal interest in assisting such progress,

The excellent st work that went into the thorough
ACIR study ol sehool financing and property tasation
cleanly deinanstrites the ndtional scope of the problem.

SOU 14 million Americans with incomes under §5.000 a
vear, L mittion peaple (4.5 million of whom are 65 or

ol then total income, Nearly 1.3 million elderly homes

owners with incomes under $2,000 pay an average ol 15.8
pereent of their income in property tuxes. Additionally,
ACIR stalf research has shown that State governments
have made “spolty’ progress at best in implementing tlie
ACIRRs 1963 recommendations for upgrading  (heir
systems of property tax administration,

national  program  that
* property tax administra-
sive taxes on qualified

In my view, i
eacourages the States ¢ I
tion while helping lighten esc
low-invome renters and homeawners s necessary, To the
extent that the linal recommendaiions foreclose the
search tor an approprinte Federal remedy, they comped
my strong dissent,

* Senator Perey submitted the following stafement:

1 regret very much not being able to participiate in the
deliberations of the Commission at ity meetings on
December 14th and 15th beuise of my absence from twe
country.

On reviewing the decisions of the Commission, T wish
to express my repret thiat the Commission did not aceept
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wark  tliat had been done by profe

a somewluit more espanded view o the role of e
Federal  Government o eioaraging the Suidess 1o
unplement progranes of property texoretorm and selief,

Fhere »oampde evidenee Hut in muny Stales property
lana ol comprises G very heavy burden on omeowners
thiat somwetinies exeeeds their abilily 1o pay. It s my vicw
that reionn of State propeety Ly systems would fead to
subsbninlly more equitable faxes, and that in instnces
where property  taxes exseeed the ability off gualitied
honteswners o pay, Stde programs of relier should be
enconriped, bdo not believe that the Vederal Governnient
should interpose itsell direcily in the administration of
Shle property taxation, But 1 helieve these s o need for
the Federl Govemment, in properly limiled ways, 1o
vitcodrpe e States to aindertike such programs of
returim and reliel, -

* Treasury Secretary George PoShuliz subnnied the Tollowimny
stifenwent:

[agreee that the Sioes lave and showdd retan primars
respuntsibility  Lor shapmg property s rebicl and e
statte vqualization of school fhitabees. Yér 1 belivve the
evidesice indicates that 1 some dlives low meome
groups, particulirdy the elderly, v come 1o bear in
revent years such a beivy burden ol property tas that
Pederal action deseeves considenition, pending the time
that States are in g position o complete that action
themselves,

I would note i the Commission’s aciion on this
issue was taken by g closely divided vole.

Those who are most Taniiliar witii the operations of

the property  tax suggest that one reason for its
unpopularity with the public is the widespread fecling
that the tax is not administered fairly. Put another way.
mequitable assessments tend to inerease public disen-
chantiment with the property tux because they resull in
random and unwarranted tax burden differentials, More-

aver, poo dssessimient practices lead to taxpayer confu-
ston ibout, and distrust of, the property tax system,
Mueaiis Tor improving property tax administration are
available, A decade ago this Commission, building on the
sionals in the

property tax fickl, submitted u comprehensive list of
preseriptions for strengthening the property tax.? Un-
derpinning  the 29 policy lmummcnddlums are the
following hasic principles:

1. The pevailing joint State-Jocal system for admini-
stering the property tax can work with a reason-
able degree of effectiveness only i’ the State 1ax
department s given sulficient executive support,
legtl authority, and professional stature to insure
local compliance with State law calling lor uni-
formity of tax treatment,

. Professiomalization of the assessment function ¢an
be uchieved only i the assessor is selected on the
basis of demonstruted ability 1o appraise property,

Rl

3, The perennial conflict between State law calling
for full villue assessment and the local practice of
fractional assessment can be resolved most expedi-
tiously by permitiing local assessment officials to
assess atany unitorm percentage of current market
value above a specified minimum level provided
this policy is reinforced with two  important
saleguards:

A Tull disclosure policy, requiring the Stite tax
department o make annual dssessment atio
studics and o give property owners o full
report  on the fractional  valuation  policy
adopted by county assessors, and

b. An appeal provision specifieally 1o authorize
the introduction of State assessment ratio data
by the taxpayer as evidence in appeals to review
agencies on the issue of whether his assessnient
in inequitable,

Significantly, the Commission directed its reconunen-
dutions to the Stares on the ground ihat they are
unguestionably responsible for effective and cquitable
administration of the property tax. The question o
whether the Federal Government should become in-
volved in o matter of such clear-cut State-local coneern
wus not even raised a decade ago and not one of the
Commission’s 29 policy recommendations called on the
Nationul Government 1o take remedial action.

The Commission reaffirms its recommendations of
1962 that call on the States to strengthen nssessment
administration and thereby make the property tax o
more effective and equitable revenue instrument for
loeal government, ‘

(‘)ur current research reveals that many States h:’ivc

f‘)llll progress is ';luw Fl\ .ldmmlstr.nmn is uan alncﬂldry
and unglamorous aspect of government activity and
initiatives for spending additional funds to improve it are
usually given the lowest prioritics. Indeed, the amounts
that are now being spent by the State governments in
supervising property tax administrution are generally
meager. Many States spend as little as one-twenticth or
one-thirtieth of one percent of local property s
cullections for this function,

The Commission considered, but turned down, the
possibility of a small Federal categorical grant 1o
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cncanrige States o improve assessment administration.®

has been serivusly undercut hecause ol poor property
Ly axsessnient administration on the part ol State and

i use any portion of their Federal revenue sharing
funds for Tinancial administration - including property
tax assessient administration,

for property tax reliel, this proposal would add still
another murow purpose categorical aid program with its
owil sel ol Federal guidelines and controls. Enactmient
of this proposal would represent still anather Federal
attempt to dictite State and local spending priorities and
would, therefore, also work against the objective of
huinlding greater lexibility into our Federal aid system.

Furthermore, before liunching a new Federal initia-
tive tor property tax assessment reform the Commission
mpes the President and the Congress to take steps to
coordimite and  strengthen existing Federul programs
that have clear potential for stimulating improvement of
State and local assessment practices. Examiples of such
aelivitics are:

e The Department of Housing and Urban Develop-
ment, under its research and demonstration program,
can make grants lo. or enter into contracts with, States
and Tocalities for innovation projects nimed at improving
assessment administration,

® Tlhie FHA appraisal activities of the Department of
Housing and Uthan Development might be extended and
cootdinated with those of the Tocal assessors,

® (ther Federal agencies such as the Department of
Fransportation, the General Services Administrition and
the Department of Defense- are continuously involved
in land acquisition and undoubtedly conduct appraisals
in coniection with these activities, Such appraisals
should also be coordinated with local assessment work.

® The various mapping operations ol the Department
of Commeree and the Department of Interior might be
availuble 10 the State property tax agencies as they
develop land use maps in connection with property tax

assessment,

® Treasury regulations and practices regarding depre-
viation ol buildings for income tax purposes should be
eximiined
indeed s has been alleged -encourage over-assessmenit
of improvements vis-a-vis the land an which the improve-
menls stand.

® The activities of the Civil Service Commission
under the Intergovernmental Personnel Act might be

o Kew statemients by Semntors Muskie and Perey and Governor
Kueip e tootnote on puge 4,

expunded in the arcas of assessor traming and inter-
change of Stute and Federal personnel concerned with
property appraisal.

® The experience that hagbeen gained by the Bureau
of the Census in
studies might be built upon to help States strengthen
and standardize their own studies,

conducting  sales-assessment’ rtio

Intrastate School Finance Equalization

The Commission also examined the issue of whether
and to what extent Federal fimancial aid w
to help States meet the problems ol school finance that
niay stem from recent court decisions, Evidence pro-
“vided in this report indicates that, with few exceptions,
States have ample untapped tax potential for this
purpuse. Qbviously, action on school finunce th

I8 negessary

requires States 1o alter substantially  the degree ol
relianee on the local property tax for school support
takes time and would require public aceeptance.

In ordér to minimize the time period for accomplish-
ing school finance equalization and help the States
surmount the obvious political obstacles, the Com-
nrission considered a proposal Tor limited and temporary
Federal assistance. The ussistanee might take the form of
a general purpose grant in the range of $20 to 340 per
school age child that could be used for any purpose so
long us a State met equalization objectives specilied by
the Federal aid legislation. These features assure that

State like Huwaii, which has climinated inter-local (iscal
dispurities by opting lor a statewide school systen,
would not be deprived ol the benefit of the wid program.

The assistance would be equipped with a self-destruct
mechanism. For example, the zid legislation could be
drawn so as to insure that it phased out automatically as
the National Government relieved States of financial
responsibilily in. say, the public welfare ficld.

The Commission rejected the idea of limited and
temporary Federal assistunce designed to encourage each
State to improve the ability of its school lnance system
to equalize the fiscal capacity of its local school districts.

Nuo vital national program objectives are currently being
subverted by existing intrastate school finance dis-
parities. Moreover, Federal aid for this purpose would
represent a return to the pre-revenue sharing philosophy
that the National Govermment is in a belter position to
determine State-local budgetary prioritics.

The States have pleniury powers in the education field

and they also have an overriding self-intercst in adegiate
provision of this single most costly State-focal function.
States have at least Tour oplions in responding 1o any

court deeision invalidating a school finunee system that
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telies tou heavily on the local school property tux, They
v reanganize their school districts o make each Jocal
distowy more i the anage of the State as a whole, They
cane nisnskue o uniform school property tax rate the
proceeds of which could he used o equalize financial
ricts, They could enact Stute pro-
peH Y of non-praperty tixes the |3r’u\;m;ds ol which could
be used to ciuaalize Jocal Tiscal cups . Thev could
i’ill’mu m.lmnh from non- pmpuly LIS sourees s dm,a

Gty among dis

ot ‘:ll of lhcm: nplmn; 5huuld the need arise s o result of

el action. Thus, Federal intervention is not a prere-
quisite 1o State solution of the intrastate school finance
disparitios issue,

The Commission concludes that the reduction of
fiseal disparities among school districts within a State is
i State responsibility.

Yet, mooconcluding  that  the reduction of  fiseyl
disparities anong schoul districts within a State is a
State pesponsibility . the Commission hastens to empha-

stze four paints;

® The Connmission is not addressing itself to the role
the Fedewal Government should play in supporting
public elementary and secondary education but to the
naower question of - whether and 1o what  extent
Federal aid is necessary Lo encourage Stales to reduce
fiscal disparities among  scheol districts within each
Stalve, )

® The Commission believes time is needed to assess
the impact of revenue sharing, particularly the extent to
which it will enable the States to come to grips with the
intrastate school finanee question. California, for exam-
ple. has already carmarked its State allocation of revenue
sharing to finance part of its $1 billion school finance
reform-property tax relief program.

® The lower courts have Jit warning signals on the
mitrastate school finance problem but the appropriate
future path for State action will not become clear until
the Supreme Court renders 1 decision on a case now

pending belore it

- ® The uncertainty surrounding the cffectiveness of

dollars carmarked for education, as it is presently
delivered, illustrates the need for State sysiems to
measure the elfectivencess of school spending and to

rebuild citizen conlidence in public education,

Summing Up

bhe dmwn Imm the Inmnu“mn 3 imhgx recomiie nd:-
tiong is this it is not necessary to huck every pioblem
up to Washington lor resolution, Strengthened by
revenue sharing and with ihe strong prospect tor shifting
an muc sm;: slmrL of the wcli’.m u\pcnduun burden to

hdd JLuxunmb]c Im lln;nr tmdmmml property tax .md
school finanee responsibilitics.

But revenue sharing and Federal takeover of wellare
are not enough. 11 States are to play o strong rol in our

Federal svstem. Congress must  resist the CORRRIL
temptation to solve problems that should be handled
the State level, Congress would be in o far better
position 1o resist this pressure if it sub_jm;lcd o
rigorous national interest tesi all propos
new National Government initintives in arcus of tradi-
tional State-local concern, Only by applying a “tongh™
test can we strike a reasonable balance between National
and State interests,

The Commission concludes that there is no need to
emact a Federal value-added tax to provide revenue for
property tax relief and to ameliorate fiseal disparities
among school districts within each State, and therefore
recommends that sach a tax not be adopted for this
purpose,

In view of our conclusion that no Federal aid should
be extended for general property tax relief or intrastate
cation, it follows that the introduc:

ing tor

school finance